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Enclosed please  find the  recommendation of Administra tive  Law Judge  Teena  Wolfe .
The recommendation has been filed in the  Tomi of an Order on:

FAR WES T WATER & S EWER, INC.
(FINANCING)

Pursuant to A.A.C. R14-3-110(B), you may file  exceptions  to the  recommenda tion of
the  Adminis tra tive  Law Judge  by filing an origina l and ten (10) copies  of the  exceptions  with
the  Commission's  Docke t Control a t the  address  lis ted be low by 4:00 p.m. on or be fore :

Companv has waived the 10 days for filing of exceptions.

The  e nclose d is NO T a n orde r of the  Commis s ion, but a  re comme nda tion of the
Adminis tra tive  Law Judge  to the  Commissioners . Considera tion of this  matte r has te nta tive ly
been scheduled for the  Commission's  Working Session and Open Meeting to be  he ld on:

OCTOBER 23, 2007 and OCTOBER 24, 2007

For more information, you may contact Docket Control a t (602)542-3477 or the  Hearing
Divis ion a t (602)542-4250. For informa tion about the  Open Mee ting, contact the  Executive
Director's  Office  a t (602) 542-3931 .

BR IA C  Mc  E lL
EXECUTIVE DIRECTOR

1200 WEST WASHINGTON STREET; PHOENIX, ARIZONA 85007-2927 I400 WEST CONGRESS STREET; TUCSON, ARIZONA 85701-1347

WWW.3ZCC. cloy
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COMMIS S IONERS

MIKE GLEAS ON, Cha irma n
W ILLIAM A.  MUNDE LL
J EFF HATCH-MILLER
KRIS TIN K. MAYES
GARY P IERCE

DOCKET no. WS -03478A-07-0442

DE CIS IO N n o .

IN THE MATTER OF THE AP P LICATION OF FAR
WES T WATER & S EWER. INC., AN ARIZONA
CORP ORATION, FOR AUTHORITY (1) TO IS S UE
EVIDENCE OF INDEBTEDNES S  IN AN AMOUNT
NOT TO EXCEED $25,215,000 IN CONNECTION
WITH (A) THE CONS TRUCTION OF S EWER
S YS TEM INFRAS TRUCTURE IMP ROVEMENTS
AND (B) REP AYMENT AND CONS OLIDATION OF
EXIS TING DEBT; AND (2) TO ENCUMBER ITS
REAL P ROP ERTY AND P LANT AS  S ECURITY FOR
S UCH INDEBTEDNES S .

O R DE R

Open Mee ting
October 23 and 24, 2007
Phoe nix, Arizona

B Y THE  C O MMIS S IO N:

********

On J uly 26, 2007, Fa r We s t Wa te r & S e we r, Inc. ("Fa r We s t" or "Compa ny") tile d with the

Arizona  Corpora tion Commis s ion ("Comlnis s ion") a n a pplica tion re que s ting a uthoriza tion to (1)

is sue  evidence  of indebtedness  in an amount not to exceed $25,215,000, and (2) encumber its  re a l

property and utility plant a s  security for such indebtedness . The  applica tion s ta te s  tha t the  purpose  of

the  de bt is  to cons truct a dditiona l pla nt a nd infra s tructure  improve me nts  to the  Compa ny's  s e we r

s ys te m ne ce s s a ry to  comply with two Cons e nt Orde rs  be twe e n the  Compa ny a nd the  Arizona

De pa rtme nt of Environme nta l Qua lity ("ADEQ"), a nd  for the  re pa yme nt a nd  cons olida tion  of

exis ting long-te rm and short-te rm debt.

**

Ha ving cons ide re d the  e ntire  re cord he re in a nd be ing fully a dvis e d in the  pre mis e s , the

Commission finds, concludes, and orders  tha t:

lS :\TWolfe \S e we rFina ncingOrd \070442 .doc
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1 .

7.

I

Fa r We s t is  a  public se rvice  corpora tion e nga ge d in providing wa te r a nd se we r utility

s e rvice s  to the  public in unincorpora te d portions  of Yuma  County, Arizona . As  of De ce mbe r 31,

2006, Fa r West provided sewer utility se rvices  to approxima te ly 6,800 pe rmanent sewer connections

and 14,600 permanent water se rvice  connections, pursuant to authority granted by the  Commission.

2. On July 26, 2007, Fa r We s t file d a n a pplica tion re que s ting a uthoriza tion to (1) is sue

evidence  of indebtedness  in an amount not to exceed $25,2l5,000, and (2) encumber its  rea l property

and utility plant as  security for such indebtedness .

3. On Augus t 30, 2007, Fa r We s t file d a  Notice  of Filing Ce rtifica tion of Publica tion.

4. On S e pte mbe r 26, 2007, S ta ff file d its  S ta ff Re port in this  ma tte r, re comme nding

approva l of the  financing request.

Purpose  of the  Financing

5. The  Compa ny e s tima te s  the  tota l cos ts  of se we r sys te m improve me nts  ne ce ssa ry to

comply with  the  ADEQ Cons e nt Orde rs  (da te d  Ma rch  13 , 2006 a nd  Octobe r 31 , 2006) to  be

$l7,365,765. The  Compa ny pla ns  to us e  a  portion of the  proce e ds  of the  propos e d fina ncing to

comple te  the  improvements .

6. The  Compa ny pla ns  to use  a  portion of the  proce e ds  from the  fina ncing to re tire  a n

e xis ting long-te rm loa n from the  Wa te r Infra s tructure  Fina ncing Authority ("WIFA") obta ine d in

1999, which ha d a  principa l ba la nce  a t De ce mbe r 31, 2006 of $4,686,466 The  proce e ds  of the

WIFA loa n we re  us e d to fina nce  the  cons truction of the  Compa ny's  wa te r tre a tme nt pla nt. The

le nde r for the  propose d ne w de bt re quire s  re pa yme nt of the  WIFA loa n so tha t it ma y hold a  firs t-

position encumbrance  to secure  repayment of the  new debt.

The  Company a lso plans  to use  a  portion of the  financing proceeds  to re tire  short-te rm

de bt incurre d in  De ce mbe r 2006 in  orde r to  unde rta ke  e me rge ncy s e we r p la nt upgra de s  a n

improve me nts  ne ce s s a ry to comply with re quire me nts  impos e d by ADEQ in the  Cons e nt Orde rs .

The  principa l tota l a mount of the  s hort-te rm de bt is  517,735,000, a nd mus t be  re pa id, a long wit

accrued interest, in December 2007.

DECIS ION no.2
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reserve  and to pay $1 .3 million in issuance  costs .

Terms of the  Financing

9. The  Indus tria l De ve lopme nt Authority of the  County of Yuma  ("Yuma  IDA") a dopte d

a  resolution on June  26, 2007, granting pre liminary approva l for it to issue  tax-exempt revenue  bonds

in an aggrega te  principa l amount not to exceed $32,500,000 ("IDA Bonds"), and to loan the  proceeds

to Fa r Wes t for the  purpos e s  of die  propos e d fina ncing a s  de s cribe d in the  Compa ny's  fina ncing

re que s t. The  a pplica tion s ta te s  tha t the  IDA Bonds  will be  s old or pla ce d by the  bond unde rwrite r

Cre ws  a nd As s ocia te s , Inc., o f Little  Rock, Arka ns a s , a nd  the  Yuma  IDA will in  tum loa n  the

proce e ds  from the  sa le  or pla ce me nt of the  IDA Bonds  to Fa r We s t. Fa r We s t will e nte r into a  loa n

a gre e me nt with the  Yuma  IDA dirt gra nts  s e curity inte re s ts  in the  Compa ny's  a s s e ts  to s e cure

repayment.

10. The  IDA Bonds  will ha ve  a  fa ce  va lue  not to  e xce e d $25,215,000 a nd ca rry a n

a nticipa te d we ighte d a ve ra ge  coupon ra te  of 6.27 pe rce nt. The  IDA Bonds  will be  re pa id in a  te rm

not to  e xce e d 30 ye a rs .

S ta ff re vie we d the  ma te ria l cos t e s tima te s  of Fa r We s t's  s e we r cons truction budge t,

Enginee ring Ana lys is

11.

12.

and concluded tha t the  cos t e s tima tes  appea r reasonable  and appropria te . No ra temaking trea tment

should be  infe rred from Staff' s  ana lysis .

Fina ncia l Ana lys is

S ta ff's  fina ncia l a na lys is  to de te rmine  the  e ffe cts  of the  propose d fina ncing use d the

Company's  financia l results  for the  year ended December 31 , 2006.

13. Staff" s  ana lysis  indica tes  tha t the  proposed debt will result in a  pro forma debt se rvice

cove rage  ra tio ("Dsc"l' of 1 .15 and a  times  inte re s t e a rned ra tio ("TIER")2 of 0.50.

0

1 DSC represents the number of times internally generated cash will cover required principal and interest payments o
long-term debt. A DSC greater than 1.0 indicates that operating cash flow is sufficient to cover debt obligations.
2 TIER represents the number of times earnings will cover interest expense on long-term debt. A TIER greater than l.

means that operating income is greater than interest expense.

DECIS ION no.3
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not me a n tha t de bt obliga tions  ca nnot be  me t in the  short te rm, a nd tha t the  pro forma  DSC of 1.15

shows tha t Far West would have  adequate  cash How to meet a ll obliga tions.

Compliance  Issues

15. There  a re  no outstanding compliance  issues for the  Company

Staff Recommendations

16. S ta ff re co mme n d s  th a t th e  Co mmis s io n  a p p ro ve  Fa r We s t's  a p p lica tio n  fo r

a uthoriza tion to is sue  e vide nce  of inde bte dne s s  not to e xce e d $25,215,000 a nd to e ncumbe r re a l

property and plant asse ts  to se rve  as  colla te ra l for the  proposed IDA Bond offe ring.

17. S ta ff furthe r re comme nds  tha t the  inte re s t ra te  on the  propos e d $25,215,000 bond

issuance should not exceed 6.5 percent.

18. S ta ff furthe r re comme nds  tha t the  Commiss ion a uthorize  Fa r We s t to e nga ge  in a ny

transaction and to execute  any documents necessary to effectuate  the  authorizations granted.

19. S ta ff furthe r re comme nds  tha t Fa r We s t file  the  e xe cute d bondjloa n docume nts  with

Docke t Control, a s  a  compliance  item in this  case , within 90 days  of this  Decis ion.

Conclus ion

20. It is  rea sonable , cons is tent with sound financia l practice s , and in the  public inte re s t to

gra nt Fa r We s t the  re que s te d fina ncing a uthority, including the  a uthority to e ncumbe r a s s e ts  to

colla te ra lize  a  bond offe ring in order to secure  financing for the  purposes  se t forth in the  applica tion.

21. Staffs  recommendations are  reasonable  and should be  adopted.

CONCLUS IONS O F  LAW

1. Fa r We s t is  a  public s e rvice  corpora tion within  the  me a ning of Article  XV of the

2. The  Commission has  jurisdiction over Far West and the  subject matte r of the  request.

3. Notice  of the  financing was  provided in accordance  with law.

4. S ta ffs  re comme nda tions  se t forth in Findings  of Fa ct Nos . 16-19 a re  re a sona ble  a nd

should be adopted.

5. The  borrowing unde r the  IDA Bond offe ring a pprove d he re in is  for la wful purpos e s

DE C IS IO N n o .4

+

DOCKET NO. WS -03478A-07-0442

~~ 1

2

3

4

5

6

7

8

9

1 0

1 1

1 2

1 3

1 4

1 5

1 6

1 7

1 8

1 9

2 0

21

22

23

24

25

26

27

28

IA S ta ff s ta te s  tha t a  TIER of le s s  tha n 1.0, while  not s us ta ina ble  in the  long te rm, doe s



pra ctice s , a nd with the  prope r pe rforma nce  by Fa r We s t of s e rvice  a s  a  public s e rvice  corpora tion,

a nd will not impa ir Fa r We s t's  a bility to provide  se rvice .

6. The  financing approved he re in is  for the  purposes  se t forth in Fa r West's  reques t filed

on July 26, 2007, is  reasonably necessary for those  purposes , and such purposes  a re  not, wholly or in

part, reasonably chargeable  to opera ting expenses or to income.

O RDE R

IT IS  THEREFORE ORDERED tha t Fa r We s t Wa te r & S e we r, Inc . is  he re by g ra n te d

authority to is sue  evidence  of indebtedness  for the  purpose s  s ta ted in the  applica tion not to exceed

$25,215,000, and with an inte re s t ra te  not to exceed 6.5 pe rcent, by ente ring into a  loan agreement

with the  Indus tria l De ve lopme nt Authority of the  County of Yuma  to e ncumbe r its  re a l prope rty a nd

p la n t a s s e ts  to  s e rve  a s  co lla te ra l fo r its  re ce ip t o f the  p roce e ds  o f the  p ropos e d  Indus tria l

Deve lopment Authority of the  County of Yuma  bond offe ring a s  described in the  applica tion.

IT IS  FURTHER ORDERED tha t Fa r We s t Wa te r & S e we r, Inc. is  he re by a uthorize d to

engage  in any transactions and to execute  or cause  to be  executed any documents  so as  to e ffectua te

the  authoriza tions  requested with the  applica tion.

IT IS  FURTHER ORDERED tha t such authority is  express ly contingent upon Fa r West Wate r

& Sewer, Inc.'s  use  of the  proceeds  for the  purposes  se t forth in its  applica tion.

IT IS  FURTHER ORDERED tha t a pp rova l o f the  fina nc ing  s e t fo rth  he re in  doe s  no t

cons titute  or imply a pprova l or disa pprova l by the  Commiss ion of a ny pa rticula r e xpe nditure  of the

proceeds derived thereby for purposes of establishing just and reasonable  ra tes.

DE CIS IO N n o .5
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Commis s ion 's  Docke t Control, a s  a  complia nce  ite m in  th is  docke t, with in  n ine ty da ys  of th is

Decis ion, copies  of the  executed bond and loan documents  memoria lizing the  authorized transactions.

IT IS  FURTHER ORDERED tha t this  De cis ion sha ll be come  e ffe ctive  imme dia te ly.

BY ORDER OF THE ARIZONA CORP ORATION COMMIS S ION.

CHAIRMAN COMMISSIONER

COMMISSIONERCOMMISSIONER COMMISSIONER

IN WITNESS WHEREOF, 1, DEAN s. MILLER, Interim
Executive Director of the Arizona Corporation Commission,
have hereunto set my hand and caused the official seal of the
Commission to be affixed at the Capitol, in the City of Phoenix,
this day of , 2007.

DEAN s. MILLER
INTERIM EXECUTIVE DIRECTOR

DISSENT

DIS S ENT
TW:db

DECISION no.6
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Norman D. J ames
J ay L. Shapiro
FENNEMORE CRAIG
3003 N. Centra l Avenue , S te . 2600
P hoe nix, AZ 85012
Attorneys  for Fa r Wes t Wate r & Sewer, Inc.

Chris tophe r Ke e le y, Chie f Couns e l
Le ga l Divis ion
ARIZONA CORP ORATION COMMIS S ION
1200 Wes t Washington Stree t
P hoe nix, AZ 85007

Ernes t G. Johnson, Director
Utilitie s  Divis ion
ARIZONA CORP ORATION COMMIS S ION
1200 Wes t Washington Stree t
P hoe nix, AZ 85007

7 DECIS ION no.
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